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Table 17: Company Valuation & Target Prices

Price Mid Value Total Enterprise Discount Term. EBfTOA 111199 % 1'1100 0;. Target 0/0
Company (6117) Shares of Equity Debt Cash Value Rate Multiple PMV Upside PMV Upside Price Upside
ELI $13.13 517 6788 600 476 691.2 15% 10.0 $20.00 52% $28.00 113% 52000 52·,.
e.splre $17.38 54.8 9524 493.0 410.0 1,035.4 15% 95 $25.00 44% $30.00 73% $2800 61~.

ICG $31.75 443 1,406.5 9575 2170 2,147.0 15% 9.0 $42.00 32% $56.00 76% $42.00 32".
Inlermedia $38.75 334 1.2943 1,2240 756.9 1,7614 RSTR RSTR RSTR RSTR RSTR RSTR RSTR RSTR
RCN $20.38 555 1.131.1 685.0 n5.0 1,041.1 RSTR RSTR RSTR RSTR RSTR RSTR RSTR RSTR
Teleport $5844 181.0 10,5n6 1.4240 173.3 11,828.3 RSTR RSTR RSTR RSTR RSTR RSTR RSTR RSTR
Teligenl $2800 53.6 1,5008 3000 424.9 1,375.9 15% 9.0 $37.00 32"/. $52.00 86% $37.00 32%
USN $8.25 301 2483 172.2 875 3330 15% 90 $1800 118% NA NA $18.00 118%

Source Memll Lyncn es~males

Additional Valuation Metrics

Investors utilize a variety of techniques to value the CLEC group. While our
valuation work relies heavily on lO-year discounted cash flow analysis. we look at
other parameters in determining our opinion on the stocks. These other valuation
benchmarks include multiples of enterprise value (EV} to:

• Gross property. plant & equipment (PP&E);

• Revenues

• GrossPP&E

CLECs Currently Trade At EV
To Gross PP&E .Hultiples OJ

2..Jx For 1998 & 1.9x For 1999
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As a growing base of local assets is one of the key value drivers for the CLEC
group, the comparison of EV to gross PP&E multiples can prove useful. CLECs
which are predominately facilities based have invested significant capital in the
buildout of facilities. This should be reflected in lower gross PP&E multiples
compared to other CLECs more reliant on UNEs and TSRs. For example. ICG
which provides 48% of services via on-net facilities currently trades at a 1.9x
multiple to 1998E gross PP&E vs. WinStar which provides only 159'c of services
via on-net facilities and currently trades at a 3.5x multiple. However, it is
important to note that other variables such as takeover speculation, Street
concerns, or financing activities may be influencing the enterprise value of
companies near term. These influences may, therefore, cause the multiple to

deviate from fundamentally based levels. In our analysis, we do not include either
USN or Mcleod as they are both primarily resellers of ILEC facilities and employ
a business strategy that does not require a high level of capital expenditure which
skews the observed PP&E multiple and is not reflective of their fundamental
valuation. Charts 14 and 15 below, detail the current gross PP&E multiples
currently accorded the CLECs.
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Char114: CLEC Valuation: 1998E Gross PP&E Multiples (6117198)
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Chart 15: CLEC Valuation: 1999E Gross PP&E Multiples (6117/98)
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CLECs Currently Trade At EV
To Revenue .\1ultiples Of 7.1x

For 1998 & 4.6x For 1999

• Revenue

Due to the relatively nascent stage of the CLEC group and the wide variation of
revenue mix (i.e .. local switched services vs. long distance) within the group. there
is a wide range in the revenue multiples. For instance. WinStar and McLeod. with
only an estimated 35% and 33%. respectively of revenue coming from core CLEC
switched local service. trade at much higher multiples than CLECs such as
Electric Lightwave and e.spire whose revenue is derived predominately from local
services (65% and 70%, respectively).

As with gross PP&E multiples, takeover speculation and other non-fundamental
influences can impact the enterprise value of a company and skew the multiples.
We believe this may be the case with WinStar, as recent takeover speculation
involving British Telecom has increased its share price by over 15'7c in the past 2
weeks. Prior to the takeover speculation. WinStar was trading at a 6.6x multiple
to 1998E revenue vs. the current 7.6x multiple

Chart 16: CLEC Valuation: 1998E Revenue MUltiples (6117/98)
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Chart 17: CLEe Valuation: 1999E Revenue Multiples (6117/98)
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• Takeover Multiples

As shown in Tables 18 and 19 below, CLECs in our coverage universe are currently
trading at a sharp discount relative to the takeout multiples obtained by MFS
Communications and Brooks Fiber and Teleport. Funher, our private market price
objectives translate into enterprise value to 1998E gross PP&E multiples in the 1.7
2.7x range (see table 19) and enterprise value to 1998E revenues of 4.4-1O.6x.

Table 18: Multiples Paid For Acquired CLECs

Groll PP&E
1998E 1999E

Revenue
199BE 1999E

MFS
Brooks
Teleport'

2.3x 1,8x
3.8 2.8
4.0 3.0

41x 3,h
10.2 6.9
151 101

•As of 6/1 7, deal estimated to close by end of June,
Source Merrill Lynch estimates

Table 19: Estimated Takeout Multiples Implied By Our Price Objectives'

Enterprise Value +

Groll PP&E

e.spire
Electric Lightwave
ICG
Intermedia
RCN
Teleport
USN'"

Price Objective"
$28
$20
$42

RSTR
RSTR
RSTR
$18

Revenue
1998E 1999E

7.3 3.5
10.6 57
4.4 2.9

RSTR RSTR
RSTR RSTR
ASTA RSTR

2,1 1,1

199BE
2.7
1.7
2.3

RSTR
RSTR
RSTR

NM

1999E
2.2
1.2
1.8

RSTR
RSTR
ASTR

NM
, Enterprise value as of 6'12198
.. Merril Lynch private marllet based price objective
"'USN gross PP&E muttlples are not meaningful due to reseller nature of business plan which reQuires a low level of
capital investment
Source Merrill Lynch eslJmates
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7. Quarterly Reviews
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Electric Lightwave Inc.
19 \la\ 1998

\1J.,~ Ka"an. CFA
\" JCe Pre,ldcnt

J) 212 -W9-J2-lj
mar~_ka,tan@ mJ .com

Daniel P Reingold. CFA
Fl": \'I~e Pre,ldent

!],212-W9-56JI
danle!_r_remgold@ m1.com

lQ Results: Strong Core CLEC
Revenue But Lower Access Line Growth

Reason for Report: IQ Results Reponed

ACCUl\lULATE*

Long Term
ACCU1\IULATE

IOln'.":':'T".:,L.lt,: ;\-'::n nrlnJlln lasl chan~ed on 06-Fch·98.
·~Th;: \'c'\'-' l'\prl''''''L.:1 .:ire: Ih()~e Clfthc macrodC'panmem and do not
nc ..:t"'Jr ' " ~\\lI,~;Jl' \\lI'llhll"e 01 the Fundamental anajy~L

}-'~;' I... J: if',\ntm:.:n", (lfl11:1Jn defJnItIOn.~. set foolnote~

Price: $18
12 MontI" Price ObJective: $20

Estimates lDec) 1997A 1998E 1999E

EPS dSO.80 dSJ65 dS3.04
PiE: ]\:'1 ]\:'1 I\'M
EPS Chan ,e iY (;y ) 1\1\1 1\1\1
Q I EPS (\br' ]\:'1 dSO.24

Cash Fln-- 'Share 1\1\1 dS2.14 dS3.95
PnceTa,h Flo\\ 1\1\1 I\'M NM

D,\ ldenJ Rate l'il Nil Nil
DI\ldcnJ Y,,,ld l'il Nil Nil

Investment Highlights:
• On May 4, ELI reported lQ results with revs.

& EBITDA in line with our ests. Access line
additions were 17 % above our ests. but
showed a 28% sqt'l decline vs. 4Q97.

• We maintain our 12 month DCF·based price
objective of $20 & our Accumulate opinion.

Fundamental Highlights:
• lQ corporate rev. was $20.11\1M, in line with

our est. of $20.51\11\-1, up 4% sqt'ly & 91 %
y/y. Topline growth was driven by local
switched rev. of $6.0MM, 18 % above our est.,
up 36% sqt'ly. However, the growth rate
was off·set b): dedicated local & LD private
line rev. of $9.11\11\1, down 11% sqt'ly & 6%
below our est. of$9.7MM & LD rev. of
$1.81\11\1, down 10% sqt'ly & 28% below our
est.

• ELI's lQ EBITDA loss widened by 96%
sqt'ly & 35% y/)' to $9.81\11\1, in line with our
est.of$10.01\lM. W

• We are lowering our full·year revenue
forecast by 3% from $103.3M1\I to
$100.5MM due to delays in local access line
provisioning by USW. We maintain our full·
year EBITDA loss est. of $48.7MM.

Stock Performance

(07.Mar·95)
(07·Mar·95)
(07·Mar-95)
(I 6·Jan·96)

(24·[)ec·96)

D-2-2-9
5929.5 /52
S5.14
3.5\
590<;(
l'A

523 J /8-5 J2 3/8
ELIX /OTC
~one

53.3<;(

O\ef"elghl
Cnderwelght
O\ef"elght
OverweIght

Aho\e A\erage

":::-Wee~ Range'
S\ mbol i hchange

Options
h:'liIUlional 0" nershlp-Spectrum:

In\ estment Opinion
M~l \alue' Share' Outstanding I mn)

Boo~ \"aluelShare (·9'):
Pnce/Boo~Ratio'

LT LlabJiII\ '" of Capnal
bl 5 Year EPS Growlh

Opinion & Financ:al Data

r:.c. !ndJstry V/eightings & Ratings"

Strateg': "eighting ReI. 10 :'Ilk\.:
Income'
Growlh'

Incom" &:. Growth
Capital Appreciation:

\larket Anal, sis: Technical Rating:
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• ELI's .n,270 access lines in senice at
quarter-end amounted to a gain of 20%
sequentially
& almost 3 fold y/y. Access line additions fell
short of 4Q results with almost 7,000 added
during the quarter vs. 9,600 during 4Q but
were 17 % higher than our estimate of 6,000,
ELI attributed the lower access line additions
to delays obtaining leased Tl building
connections from US West (USW) & expect
this will be alle\iated near term with the
resolution of ELI's antitrust lawsuit against
l'SW.

~Merrill Lynch

Table 1: 1998E Revised Rev. Allocation
Forecast
(S in millions) Prior Revised % Change

Local Switched 253 316 24°,

Long Distance Switched 139 9.4 -32°,

Data 180 180

Network Access

Local 32.2 290 -10%

Long Haul 138 12.4 -10%

Total Network Access 46.0 41.5 -10%

Total Revenue 1033 1005 -3'%

Source Memll Lynch estimates

2. Lower Net Local Access Line Growth:
As shown in Table 2 below, net local access line
equivalents at the end of lQ were 41,270, a sgt') increase
of 7,000 or 20%. While net quarterly access line
additions were 17% above our est. of 6,000. net line adds
declined 28% from the 9.600 access lines added during
4Q97. We attribute this' decline to ELI's heavy reliance
on TI connections leased from USW. According to the
company, USW has been slow to provision Tl 's and this
has led to a backlog of almost 20,000 access line
equivalents at the end of lQ. Company expects that this
issue will be resolved with the settlement of ELI's anti
trust case against USW expected in the next few months.

• Assumes 23 access line equivalents per ISDN trunk
.. Assumes 2.5 access line eqUIValents per Tltrunk
Source: Company reports

3. EBITDA Loss In Line With Expectations:

lQ EBITDA loss was $9.8MM, in line with our est. of
$lO.OMM, a widening of 96% sgt'ly and 35% y/y. We
maintain our full-year '98 EBITDA loss est. of $48.7MM.

Net loss for the guarter (after a one time charge for a
change in accounting principals) was $14.8MM, 13%
lower than our est. due to lower interest and dep. & amort.
expenses and a $2.4MM tax benefit.

4. Cap Exp:

At $34.4MM, cap exp for the quarter was only slightly
more than half of our est. of $60MM. As the company
spent IQ gearing up for network builds during the
remaining 3Q's of '98, we are maintaining our fUll-year
'98 est. of $270rvIM.

Table 2: Access line Equivalents
4Q97A

On May -i. Electric Lightwave (ELI) reported IQ results
with rev.and EBITDA loss in line with our ests. Due to
current delays in local line provisioning by USW, we are
lowering our full-year 1998 revenue est. However, we
look for higher sequential access line additions during the
remainder of '98 as local line provisioning capacity in
USW territories ramps up.

1Q Highlights

1. Strong Core CLEC Revenue Growth:
Corp. rev. for the quarter was S20.1MM, in line with our
est of 520.5MJv1.. up -ilk sqt'ly and 91 % y/y. Normalized
for the loss during 1Q of SO.8!vW of long haul rev. from
the expected expiration of a contract with IXC Comm.,
corp. rev. increased 9o/c sqt'ly. The solid rev. growth was
dmen by local switched rev. of$6.0MM, 18% above our
est. of 55.1MM, up 36% sqt'ly and enhanced data rev.
of 53.1 ~l~L slightly below our est. of $3.2rvIM, up 24%
sqt'ly. Dedicated network access rev.(1ocal or long haul
private line svcs.) was $9.1MM, 6o/c below our est. of
59.7\[\1. down II (,7c sqt'ly (a decrease of 4% when
normalized for the loss of IXC Comm. revenue). We est.
that appro x 70C;C of network access rev.($6.4MM) carne
from local private line and 30o/c ($2.7rvIM) carne from
long haul private line. Comprising the smallest rev.
component. LD switched rev. was $1.8MM, 28% below
our est., a lOst sqt'l decrease. LD switched rev. has two
components. wholesale and retail, and the sqt'l decrease
was due to a 259C sgt'l decline in the wholesale, lower
margin portion (approx. 60% of the total or $1.2rvIM of
-iQ97 revs.) which more than offsets a 7% sqt'l increase
in retail switched LD rev.(approx. 40% of the total or
SO.8MM of 4Q97 revs.).

We are lowering our total corp. rev. forecast of
Sl033MM for full-year '98 by 3% to $100.5MM due to
the delays in local line provisioning by USW and are
reallocating divisional revs. to account for the strong
growth in local switched svcs. and a more conservative
view towards growth in switched LD and private line
svcs.
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Resold Local Lines

CENTREX/On·Net Access Lines

ISDN Trunks'

Tl Trunks"

Access Line Equivalents

1,136

8.000

8,809

J.§..ill

34.322

1Q98A Seq'l Change

1,no 56%

8.000 0%

12.000 36%

.1ijQQ 19%

41.270 20%



Conclusion:

We JTlJ.lnt:lIn our I~ month price objective of $~O based
on ou, lO-:ear discounted cash flow (DCFj model. Key
a~,umptiom In our analy~is include a l5o/c discount rate, a
lOA multiple on terminal year EBITDA. a 7.39C perpetual
grc)\\1h rate of unle\'ered free cash flow, and a lOo/c
"halfcut" to pri\ate market value for majority (839C) stock
ownership b) Cnizen, Utilities.
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Table 3: Electric Lightwave Detailed Financial Forecast

4097A 1997A 1098E 2098E 3098E 4098E 1998E 1999E 2000E 2001E 2002E 2003E 2004E 2005E 2006E 2007E
Reve 1 ce
~oca! Sw:tcned 44 105 60 70 83 104 316 69.5 1390 247.5 391.0 5786 7927

1.0068 1.1477 1.2396
LD SWitched 20 81 18 21 25 3.0 94 160 26.5 423 656 984 1378 1792 2150 2580
Data 25 89 3.1 37 4.8 64 18.0 36.0 68.4 1095 1588 2064 262.1 327.7 4030 443.3
NetwOrK Access
Local 72 23.5 64 69 75 8.2 290 43.1 60.6 750 900 1035 1165 129.3 1422 1522
Long Haul 31 10.1 2.7 29 32 3.5 124 23.2 35.6 500 600 690 n6 862 948 1014
Total Nerwork Access ill m ~ -tl ill ill ill 663 .w 1250 1500 1725 1941 2155 2370 2536
Tota! Revenue 192 611 20.1 226 263 315 1005 1879 3301 524.3 7654

1.0560 1.3868 1,7291 2.0028 2.1945
Expense

NetworK COS1S 103 29.5 92 113 13.1 156 49.2 75.2 115.5 1678 2296 2923 3541 4072 4351 4398
Eng .Ops 38 15.2 39 44 50 6.0 19.4 357 627 996 1454 200.6 263.5 3285 3805 417.0
Sales & Marketing 45 139 49 5.5 64 7.6 244 43.2 693 107.5 1531 2059 2704 3372 3905 4279
Admin General 45 202 105 11.5 12.7 145 492 654 85.9 1158 1559 198 1 2254 2447 2569 2796
Lease Payment 12 5.2 13 1.7 2.0 20 70 10.0 10.0 100 10.0 10.0
Dep & Amort 36 11.2 39 54 6.5 79 236 467 661 858 106.5 1205 1345 148.5 1625 1765
Interest exp net 07 12 07 26 34 45 11.2 69.3 117.3 162.3 2066 2462 2828 3062 3116 3116
Taxes (1.3) (1.3) (2.4) (2.0) (20) (20) (8.4)
Net Proil! (LOSS; (79) (33.9) (120) (178) (208) (24.6) (75.1) (1576) (1968) (224.4) (2417) (217.5) (1439) (43.2) 656 142.1
EPS $(0.18) $(0.80) $(0.24) $(036) $(041) $(0.49) $(150) $(306) $(3.71) $(4.10) $(4.29) $(3.75) $(2.41) $(070) $1.03 S218
Shares OS 444 424 497 499 502 504 501 51.6 53.1 547 56.3 580 598 616 634 653
EB!TDA (5.0) (229) (9.8) (11.B) (12.9) (14.2) (48.7) (41.6) (134) 237 71.4 1491 2734 4115 5397 630.2
Cap Exo 666 127.0 347 75.0 85.0 750 2697 2500 2000 200.0 175.0 1750 1750 1750 1750 1750
Free Cas", ;:Iow NA (162.8) (54 4) (55.1) (58.2) (60.8) (3365) (3709) (3407) (3486) (3202) (2820) (194.3) (79.7) 431 1336
Net Debt NA 131 78 NM NM NM 450 741 955 1.131 1.235 1.260 1,162 926 561 106
Marg"s
Ne:worK Expense 470% 47.0% 459% 50.0% 499% 49.5~o 490% 400% 35.0% 32.0% 300% 277% 255% 236% 2170/. 200~.

EngOos 230·,. 230% 19.5% 193% 19.2% 191% 193% 19.0% 19.0% 19.0% 19.0% 19.0% 19.0% 19.0% 190·. 190~.

Sales & Mar'let:ng 240% 240% 246% 24.3% 24.3% 24.1% 24.3% 23.0% 21.0% 20.5% 20.0% 195% 195% 195% 19.5·0 195%
Aam,r. General 330·0 320% 524% 510% 482% 46.0% 49.0% 34.8% 26.0% 22.1% 204% 188% 163% 14.2% 12.8~o 12.7%
"ease Paymert 100·0 100% 6.2% 7.5% 7.6% 63% 6.9% 5.3% 3.0% 1.9% 1.3% 0.9% 0.0% 00% 00°0 00%
Dep & Amort 185% 183% 194% 239% 24.6% 250~0 23.5% 24.9% 20.0% 16.4% 13.9% 11.4% 97% 86% 81% 8.0%
inle res't eXD net NA 1.9% 37% 11.6% 128% 14.2% 11.2% 36.9% 35.5% 310% 27.0% 233% 204% 17.7% 156% 14.2%
Pretax Profit iloss) NA NM NM NM NM NM NM NM NM NM NM -206% -10.4% -2.5% 33·:. 65%
Ne1 Prof'1 (Loss \ NA NM NM NM NM NM NM NM NM NM NM -20.6% -104% -2.5% 33% 65%
EBiTDA 0. NA NM NM NM NM NM NM NM -4.1% 4.5% 9.3% 14.1% 197% 23.8% 26.9% 287%
YY C"ange
~oca' Revenues NA NA NA NA NA 133.5% 140.0% 120.0% 100.0% 78.0% 58.0% 480% 37.0% 27.0% 140% 8.0%
LD Revenues NA NA NA NA NA 46 7% 71.1% 70.0% 65.0% 60.0% 55.0% 500% 400% 30.0% 20.0% 200%
Data >=<evenues NA NA NA NA NA 153.8% 102.3% 1000% 90.0% 600% 450% 300% 27.0% 250% 230·~ 100%
Local NetwK Access NA NA NA NA NA 15.0% 23.6% 48.6% 40.5% 23.8% 20.0% 150% 125% 110% 100% 7.0%
l..D NetworK A:cess NA NA NA NA NA 15.0% 236% 86.7% 533% 40.5% 20.0% 15.0% 12.5% 11.0% 100% 70%
Tetai ~~etNO'"..A.ccess NA NA. NA NA NA 15.0% 63.9% 60.0% 45.0% 30.0% 20.0% 15.0% 125% 11.0% 10.0% 7.0%
Tota' Revenue NA NA NA NA NA 63.9% 64.5% 87.0% 75.7% 58.B% 46.0% 380% 313% 24.7% 15.8% 96%
Network Costs NA NA NA NA NA 52.2% 667% 52.6% 53.7% 45.2% 36.9% 27.3% 21.1% 15.0% 69% 1.1%
Eng.'Oos NA NA NA NA NA 58.5% 27.3% 84.4% 75.7% 58.8% 46.0% 38.0% 31.3% 24.7% 15.8% 96%
Sales & Mari\etlng NA NA NA . NA NA 688% 75.6% 769% 60.4% 55.1% 42.4% 34.5% 313% 24.7% 15.8% 9.6%
Admin General NA NA NA NA NA 222.4% 144.1% 32.8% 31.4% 34.7% 347% 27.0% 13.8% 85% 5.0% 8.8%
Dep & Amo!"! NA NA NA NA NA 121.1% 111.7% 97.7% 41.4% 29.8% 24.1% 13.1% 11.6% 10.4% 94% 86%
Interest exp net NA NA NA NA NA NM NM NM 69.3% 38.4% 27.3% 19.2% 14.9% 8.3% 1.8% 00%
Net Pro!l! (Loss) NA NA NA NA NA NM NM NM NM NM NM NM NM NM NM NM
EPS NA NA NA NA NA NM NM NM NM NM NM NM NM NM NM NM
Shares O'S NA NA NA NA NA 13.7% 18.2% 3.0% 3.0% 3.0% 30% 3.0% 3.0% 3.0% 3.0% 30%
EBiTDA NA NA NA NA NA NM NM NM NM NM 2016% 1090% 833·/0 50.5% 312·, 168%
Source Mernillyncn estimates
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lQ Rpt'd: Strong CLEC Results But
NETCOM Disappoints; Est's cut

Reason for Report: IQ Results Reponed

ACCUl\1ULATE*

Long Term
ACCUMULATE

"jnlcTTJ'-''::JI~' k'm- "j",mc,ri Ja",i chan~ed on 18-Sep·9i
"~'Tnl " 'l"·L." I:\Pl''''l'lJ art' lhp",e of the macro depan.menl and do not
nc'.:'C'<i<' . C,,)~,-h.h.' I,l. I:h [ho~>;, 0f the Fundamenlal analyst
hy 1[..;":': ;n\('''tITll'nt ()rmlltn dt.'tinilion~.!>ee footnOle~_

ML Industry Weightings & Ratings··

$331/4

Stock Data

Investment Highlights:
• On Ma)' 1, ICG announced lQ results with strong

CLEC revenue & line growth but NETCOM (the
ISP subsidiary) results were disappointing.

• Although we lowered estimates, we maintain our $42
12·month price objective & reiterate our Accumulate
opinion as the ke)' value driver - the CLEC dh'. 
continues to demonstrate strong fund. momentum.

Fundamental Highlights:
• lQ CLEC rev. was $58.5MM, 80/c above our est. of

$54~IM, up 230/c sqt'ly & 91 'it y/)'. CLEC rev.
growth was driven b)' switched local services Tel'., up
66'it sqt'I)' to $28.2!\L\1 & 12'it higher than our est.
of $25MM. Total rel'. was $126MI\1, 4'it below our
est. of $131, up 61 'it sqt'ly & 99o/c y/y.

• lQ EBITDA loss was in line with our est. at
$25.7MM, a 100/c improvement over 4Q, even
accounting for the impact of lower rel·. The ke)' to
the improvement was SG&A control which
imprond sqt'I)' as a percent of rn. from 49.9'it in
4Q to 46'it.

• Net local access lines increased 32'it sqt'I)' to 186,000
from 141,000 at 4Q quarter-end with the number of
new lines added growing 6'it vs.4Q.

• We raisied our CLEC rev. est. for '98 by 30/c, but
adopted a more conservative view towards network
service & NETCOM (both rel·. & EBITDA). Thus,
our total corporate rel'. est.'s were lowered by 3 'it
for '98 & '99 and our EBITDA est. by 87'it for '98 &
6'it for '99.

Stock Performance

(07-Mar-95)
(Q7-Mar-95!
(07-Mar-95)
06-Jan-96)

(24·Dec-96)

1998E 1999E

d$6,49 -5.48
I\"M NM
NM N1I1

d$6.55 dS5.56

dS1.9~

dS3,98 dSI.91
I\"M !,<'M

Nil Nil

Nil Nil

D-~-2-9

S1.120/32
-888
~1.1

S~ 1/4-$11 3/8
ICGX 1 OTC
.-\.'JEX
836<:<-
15

O\erwelght
Underweight
Overweight
O\erwelght

AbO\ e Average

dS~,09

dS7,99
1\1.1

Nil
Nil

dS9,75
N1\1

1997A

S2-V,'eek Range

S! mt-ol ! Exchange
Opoons

IW-,111utwna! Ov. ner:-,hlp-Spectrum
Br,',ker' CO\ enng IFlr>! Calll:

Straleg~: "eighting ReI. to ~tkt.:

income
Gro",'h'

Income &: Growth:
Capital AppreciatJon

\Iark(·t Anal, sis: Technical Rating:

1m eSlment Opinion:
\1,: \'alue I Share; Outstanding imn)'

Book \'alue/Share (-9~)

Pnce/Book RallO

Price:

Estimates (Dec)

EPS
PIE:
EPS Change 11'0'1'1

Comensu, EPS
(FirS! Cali 2b-Apr-98I

QI EPS t\lan

Cash Flo'" !Share
Pnce/Cash Flo\\ :

Di\ Idend Rate
Di \ Idend Yield

Opinion & Financial Data

... •• ""
,.

-0._

. O.MO

0._

0.032

0.021

0.024

0.020

0,011

- 0.012

Merrill Lynch & Co.
Global Securities Research & Economics Group
Global Fundamental Equity Research Depanment

4:1524014 '5200/4:1519'/4:151 OO/43500i) RC1/2011331:1

- ICQ~_.Inc.

- ""IO"P e-llo_. (1001 (!light_I
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'Note: Includes networX services, Zycom & satellrte services (sale of diviSion pending)

initiation of new sales channels) have been developing
slower than we had expected and therefore, we do not
expect NETCOM to hit double digit sqt'l rev. growth
until4Q, Enhanced services (Zycom) rev. was $6.3MM,
16% lower than our est. of $7.5MM, down both 70/c sqt'ly
and 17% y/y. Other total rev. components included:
network services rev. of $11.4MM, 38CiC lower than
expected, down 27% sqt'ly & 370/c y/y, due to
seasonality.

Net Local Access Lines: ICG reported 186.156 net
access lines in service at quarter-end, a sqt'l increase of
32% over4Q's 141,035. The 45,100 net lines added
represent a 6% gro\l<th in net line additions vs. the 42.499
internally generated (i.e. excluding the impact from eBG
acquisition) 4Q line adds and bodes well for leG to meet
our forecast of 341,000 lines by year-end 1998. Of the
total lines in service, we est. 470/( were served via total
service resale, 240/c via unbundled network elements. and
29% via ICG owned switches and last mile loop.

EBITDA: EBITDA loss in lQ was S25.7MM. a 100"(
improvement over the S28.4MM loss in 4Q and in line
with our est. of $25.9MM, even with the lower than
expected total rev. numbers. The improvement in margin
was mainly due to SG&A which improved from 49.9'7( of
rev. in 4Q97 to 469'c in lQ. We maintain our est. of
EBITDA positive for 4Q98.

Network Buildout Update: Network route miles at
quarter end were 3,194 compared to 3.043 for 4Q. up S0"c
sqt'ly and 29% y/y. Total buildings connected to ICG's
local network and switches (either through owned or
leased facilities) increased by an impressive 690"( sqt'ly
with 3,931 connected at quarter-end.

Estimate Changes: As shown in Table 1 below, we
made the following est. changes:

·10%
.50/0

.30:0

-6%

%Chng.
1999E

Prior New Est.
5230 5250
2459 2217
1575 149'
9264 8958
1339 1261

279 7 288 7 3"/0

196,7 1773 ·10%
145,0 . 134,6 ·7%
621.4 600.6 ·3%
(170) (31.8) -87%

Table 1: Revised leG Forecast

1998E
Prior New Est. %Chng.($ in millions)

CLEC
NETCOM
Other'
n Revenue
EBITDA

On \lav I. ICG Communications (lCG) reported lQ98
results' Although we were impressed by strong CLEC
(competitive local exchange carrier) results - both rev.
grov\1h and line adds in the period - NETCOM, ICG's
;ewly acquired ISP (internet service provider) and
network services posted disappointing results. As a
result. we lowered full year rev. and EBITDA ests. for
both '98 & '99. We are, however, reiterating both our
Accumulate opinion and $42 12 month private market
value-based price objective (with no public market
discount) as the key value driver - ICG's CLEC
operatlon - continues to exhibit strong fundamental
momentum. As a result, we have made no material change
to our '07 forecast from which 90Gk of our $42 10 year
discounted cash flow (OCR private market value is derived.
in addition. we point out that although the underperfonning
divisIons represented 410/( of rev. in the quarter. NETCOM
is expected to regain momentum by 4Q and network services
is a non-core business unit, whose importance should
dlffilnJsh over lime (falling to 7Gk of rev. by '00 and then
onl;. 4'7( of re\'. by '07).

Revenue: Dmen by 66Gk sqt'l gro\'.th in switched local
servIces rev., CLEC rev. (comprised of special access,
switched local services and switched tennination) was
S585\1\1. 817( above our est. of S54.1MM, up 230/( sqt'ly
and 91 <;( viv, However, due to lower than anticipated rev.
from net";o~k service (a non-core division which
pafonTIs telecom network wiring & maintenance
functlonsl and l\'ETCOM, total reported IQ rev. was
SL~5 ;\lM. 4'7c below our ests .. a 61 % sqt'l increase and
up 99'( )i)',

Components of CLEC rev. include: a) switched local
semces rev of S28.2MM, (as noted above) up 66% sqt'ly
and 12<;( higher than our est. of 525.1 MM. A portion of
the Improvement came from ICG's rev. per line, up 8%
from S53 to 557 per line VS. our forecast of $52. fueled by
LD rev. obtained from the CGB acquisition; b) switched
terrrunating access rev. of $14.2MM, 7% lower than 4Q
due to lCG' s strategic decision to move away from this
low margin business. However, lQ switched terminating
access rev. was 9c:7c higher than our est. of $13MM. as the
runoff of rev. is occurring more slowly than we
anticipated: and. c) special access rev. of516.1MM. in
line with our est., up 4% sqt'ly and 330/( y/y,

As pre-released on 4/20, NETCOM rev. was $40.5MM,
flat vs. 4Q and 69c below our S43.0MM forecast.
NETCOM's new sales initiatives (i.e. cross sales and

::CGX: The secJr1~s of tl"e company Ife not llsted but trade OYer·th&-cOl.mlllr In the Ul"Il1ed StllllS IN !HE US. rttlrl salls aOOlor dlStJ't)LJ1N)n of ttus rfi)Ort Ny be made only m states whir, these securities are ....m~ll from
r~lsirallCn or r ave ~en CU03,rt!eO tor salt MLPF&S:>r ItS affillites usually ma.ke a marXellt'l !he secullfJeS of ItU$ company
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Comment

Intermedia
Communications Inc
1Q Results: Revenues Strong,
Funding For Growth Continues

Reason for Report: IQ Results Reported

BUY*

Long Term
BUY

Price:
12 Month Pnce Objective:

$733/8
$105

Estimates (Dec)

EPS
PiE
EPS Change ")'QY'
Consensus EPS

(F,N Call. 28-Apr-98)
QI EPS I\tarl.

Cash Flo"fShare:
Pnce!Cash Flo"

Dl \ldend Rale'
Dl\ldend Yield

Opinion & Financial Data

1997A

dSIO.83
!'o'M

dSI.89

dS764
NM

Nil
Nil

1998E 1999E

dS16.26 dSI3.44
NM f\.1'>1
NM NM

dS12.25 dSIO.80

d$4.16

dS8.32 dS2.48
NM NM

Nil Nil
Nil Nil

Investment Highlights:
• ICIX reported lQ98 results with strong topline

growth, but larger than anticipated costs related to
new grO\\1h initiatives & delays in mo"ing to lower
cost long haul network resulted in higher than
expected EBITDA loss.

• Management's decision to accelerate investment in
systems to support key LT. growth initiatives 
especiall~' national data contracts with RBOCs 
should begin to show attractive returns within the
next few quarters.

• No change to 12 month price objective of $105 or
43o/c upside. Reiterate Buy opinion.

-lnltTmd,",e !cem opinion last changed on:1 J-Mar-98
"Tnc \,t,,, nrce"ed are tho,e of the macro depanmem and do not
n~\.'l'",,':':':l> c()Jncldc v.lth lho~e of the Fundamental analyst.
h~r l'JL ITl\e'Jtmenl opinion definitions. ~e footnotes.

ML Industry Weightings & Ratings"

In\estment Opimon:
~lk, \alue Share, Outstanding 1mn)'

PncefBook Ratio

Stock Data

52-Week Range
Symholl Exchange:

Options:
InQI1Jl!"na O"ner'hip-Spectrum:

Bw"e" Cl1\enng (First Call)

Strateg~: \\ eighting ReI. to Mkt.:
Income:
Grow,h'

Income 8:. Growth
Capital AppreCIation:

\Iarket Anal'sis: Technical Rating:

D-I-I·9
SI.239 I 17
J\'M

S91 1/4-S193/4
ICIX IOTC
Pacific
KA
15

Overweight
Underweight
O\erweight
Overweight

Above Average

(07-Mar-95 )
(07-Mar-95)
(07.Mar·95)
(16-Jan-96)

(24-Dec-96)

Fundamental Highlights:
• lQ revenue was $136.8MM, 2o/c above our est., up

66% sqt'ly & 212o/c y/~'. Net of Shared Tech aeq.
which added $45M.\1 in qtr., revenue was up 11 %
sqt'ly & over 2 fold y/y.

• lQ EBITDA Joss was $9.8MM, more than double our
$4.6MM Joss est. & flat with 4Q97's loss. Excluding
$8~IM in "unusual" network operating expense
items (network migration dela~'s & unprofitable int'l
LD traffic),IQ EBITDA loss would have been
$1.8MM. We still expect positive EBITDA in 2Q.

• We maintain our fuU-year '98 revenue estimate of
$750MM but are lowering EBITDA b~' 26% from
$90MM to $67MM. We are lowering fuU-year '99
revenue b~' 3% from $1.2 billion to $1.15 billion &
EBITDA by 12% from $211MM to $186MM.

Stock Performance
to
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On April 29. ICIX reported IQ results showing continued
stron& topline growth. However. reported EBITDA loss
wa, larger than anticipated due to "unusual" expense
item, related to key growth initiatives and delay in
mIgratIon to a ne\\ long haul network supplier which
masked solid cost improvement in the quarter. We expect
ICD( to reap ample returns from these investments in
systems cmical to support the numerous voice and data
gro\\1h initiatIves already underway.

I. Revenue: Reported rev. was $136.8MM. 2% above
our est. of5133.8MM. a 669'c seq'l increase and up
212'7c y/y. Net of rev. contribution from the Shared
Tech acquisiuon which closed 3/10 (Shared Tech's lQ
results are included in full quarter), rev. was $92MM, an
I I '7c seq 'J improvement and more than double IQ97's
5-+3.%1.\'1. Key gro\\th drivers include: a) Local
~etworkSvcs, with IQ rev. ofS33.7MM, 38% above
our est. ofS2~A~llv1. a lo.l% seq'l increase and up 6.5
fold y/y. Net of Shared Tech's SI3I\1M contribution,
internal rev. was 520.7M.M, up 259'c sequentially and 4
fold v/v: b) Interexchange Svcs. rev. of $44.8MM. I£k
high~r'than our est. of S44.3I\Ll\l. a 399'c seq'l increase
and up 76% y/y. Net of Shared Tech's $IOMM
contribution. internal rev. was S34.8MM, 89'c higher
than ~Q97 and up 369'c I'll'. Due to continuing low
margins. lCLX announced that it would accelerate the
phase out of its wholesale international long distance
s\cs. over the next 2 quarters, with the full effect of the
approx S2~L\1 monthly reduction hitting during 3Q98:
and. c} Data Svcs. rev. (including DlGEX and enhanced
data svcs. "EDS") was S36.5I\oW, 79'c below our est. of
539.1\&1. but a l59'c seq'l increase and up 2230'c y/y.
We est. DIGEX rev. was SI7.IMM, a 14'7c seq'l
increase and 15'7c lower than our est. of $20.1 MM.
\\hik EDS rev. was $19.4MM, a 15£k seq'l increase
and Y< higher than our est. of $ 19.0MM.

., Access Lines: At quarter-end, lCIX reported
220.587 local access lines in service, including
I I 1.600 from Shared Tech. Net of Shared Tech's
contribution of 3.800 access lines added during the
quarter. IClX's 27,600 access line additions were
I I 'Ie lower than the 31,000 lines added during 4Q97.
We attnbute this slowdown to time required by
IClX's salespeople to train Shared Tech's sales force.
We eSL IQ line mix to be 40'7c total service resale,
40C'c on-net, and 20% via unbundled network
elements.

3 EBITDA: IQ EBITDA loss was $9.8MM, more
than double our est. of $4.6MM and flat with
S99MM in losses for 4Q97, but an improvement of
22% y/y. The IQ EBITDA loss was higher than
anticipated due to: a) 56MM for delays in
transitlOning leased long haul network to Williams;
b) S3MM for incremental

~MerrillLynch

provisioning and customer service support costs
required to serve US WEST and possibly other
RBOCs (we think announcements of similar national
data deals with other REOCs are likely) as its preferred
provider of out-of-region data svcs.: c) S2M~1 in
negative gross margin impact from lCIX's soon to be
phased out wholesale international LD business: and d)
$2MM in SG&A costs related to upgrading and
increasing capacity on lCIX'sline provisioning and
billing systems. Table I below details our ests. of the
quarterly impacts these growth initiative expenditures
will have on EBITDA. For IQ, excluding the spending
on company systems and headcount required for
growth, we est. lCIX would have reported an EBITDA
loss of $1.8~W vs. our forecast of S·t6I\ollv1. We
continue to expect positive EBITDA beginning in 2Q.
and estimate that by 4Q lCIX will have an annualized
EBITDA run rate approaching SI50~1M. implying an
EBITDA multiple of 24x at current prices for a
company with 5-year EBITDA CAGR of 6~'7c.

Table 1: EBITDA Impact From Expenses
Related To Growth Initiatives
(5 millions) 1098E 2Q98E 3098E 4098E 1998E

Network Migration Delay 6 3 1 0 10

Wholesale Intemalional LD g 1 Q Q ~

Total "Unusual" Expenses 8 4 1 0 13

G&A For RBOC Data Contract 3 3 3 3 12

Systems Capacity Upgrade 2 2 2 2 §

EBITOA Impact From Growth 13 9 6 5 33

Source Merrill Lynch estimates

4. Cap Exp: 1Q cap exp was $76MM, l5'k lower than
our est. of $90MM, including approximately $~MM
for expenses related to Shared Tech. We are
maintaining our full-year '98 est. of $375MM and
lowering full-year '99 to $375MM from $475MM.

5. Estimate Changes: We maintain our full-year '98
rev. est. of $750MM. We are lowering our full year
'98 EBITDA forecast from $90MM to $67MM (9'7c
margin) and our full-year '99 forecasts with revenue
est. reduced by 3% from $UBn to $U5Bn and
EBITDA est. reduced by 12% from 5211 MM to

5186MM.

6. Conclusion: We maintain our 12 month price
objective of $105 based on our 10-year DCF model.
Our price objective is based on the average between
our year-end '98 and year-end '99 private market
values using a 15% discount rate, 9.5x terminal
EBITDA multiple, and no public to private discount.
Although we lowered our near term EBITDA
forecasts, the impact to private market value was off
set by a $IOOMM reduction in cap exp for '99.
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RCN Corp.
lQ Results: Strong Progress
Across The Board

Reason for Report: 1Q Results Reported

ACCUMULATE*

Long Term
BUY

ML IndL!stry Welghtings & Ratings"

$231/2

Stock Data

52-Week Range
S\ mbol! Exchange.

Options:
In'iltutlonal Ov. nership-Spectrum:

Brokers Co\enng (F,r>! Calli:

Investment Highlights:
• On Ma.y 12, RCN Corp. reported lQ results showing

strong fundamental improvement across the board.
Solid topline improvement was driven by strong sqtl.
growth in customer connections (i.e. voice, video
and/or data subscriptions) & sqU. improvement in
monthly rev. per customer connection.

• We maintain our 12-18 month price objective of $35,
49% upside, & our intermediate term Buy & long
term Accumulate opinions.

Fundamental Highlights:
• lQ corporate revenue was $43.0MM, 1% higher

than our estimate of $42.4M..1\f, up 4% sqt'I)- & 45%
y/y. Internal rev., net of data rev. acquired from the
Erol's & Ultranet deals grew S% sqt'I)- & 26% y/y.

• lQ EBITDA loss was $9.6MM, 17% better than our
est. loss of $1l.6MM & a 13% widening vs. 4Q.

• We maintain our full-year 1998 rev. est. of $216MM
& EBITDA loss est. of $37MM.

• RCN's network buildout is on schedule with 63,386
homes passed b)' its advanced fiber network by
quarter-end, 6% higher than our est. of 60,000. On
net customer connections at end of lQ were 20,339,
approximately S% higher than our est. of 19,300,
driven by 129'c higher than est. subscription to voice
svcs. RCN's penetration rate of homes passed is on
track with our ests. As of lQ, approx.16% ortotal
bomes passed bave subscribed to an average of 2 on
net svcs. (voice, video and/or data).

(Q7-Mar-95)
(07-Mar-95)
(07 -Mar-95)
(l6-Jan-96)

(24-Dec-96l

1998E 1999E

dS2.94 53.77
to.'M I\'M
NM NM

dS2.16 dS3.08

dSO.99

dS 1.88 dS2.22
NM NM

Nil Nil
Nil Nil

S30 5/8-S12 1/2
RCNC/OTC
Pacific
254'7c
6

Overweight
UnderweIght
Overweight
Overweight

Above Average

D-2-l-9
$ 1.402.5 ! 55
S673
3.8x
70.0'7c

NA

$0.26
98.Jx

1'\iJ
1'\il

dS072
]\;0.1

1997A
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'Iark,·r Anal) sis: Technical Rating:

In\e;rmenr Opinion
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Price:
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RC:\ Curp. - 13 Ma: 1998

On \la: I::. RCN Corp. reported 1Q results showing
strong fundamental improvement across the board. Solid
toplIne improvement was driven by strong sqtl. growth in
customer connections (i.e. voice. video or data
subscnptIons) and sqtl. improvement in monthly rev. per
customer connection. During IQ. RCN continued its rapid
network development. beating our forecast of 60,000
homes passed by its advanced fiber network by quarter
end. 1Q Highlights were as follows:

1. Revenue: RCN restated its rev. into the following 3
categories: voice (resale and advanced fiber local and LD
svcs.\: video (advanced fiber. wireless, and traditional
hvbrid fiber coaxial cable svcs.):.data (high speed internet
s~cs. i: and other (dial-up internet and commercial svcs.).

IQ corporate rev. was $43.0MM, 1'7c higher than our
estimate of S42.4MM. up 21 '7c sqt'ly and 45'7c y/y.
Internal rev .. net of data rev. acquired from the Erol's and
Ultra.".;et deals. grew 5'7c sqt'ly and 26% y/y. Voice rev.
was S3.5M!'-1. up 64'7c sqt'ly and over 8 fold y/y. Video
rev. was S26.7MM. up Ilk sqt'ly and 9'7c y/y. Data rev. of
S5.7\1!'-1 was almost entirely from I month of internet rev.
from the Erol's and UltraNet acquisitions which closed on
2/24 and :V2. respectively. Other rev. was $7.IMM. up
4S"( sqt'ly and 52'7c y/y.

IQ monthly rev. per on-net connection showed sgtl.
improvement with voice (local and LD) in the high $60's
up over 25S"c vs. the low $50's in 4Q: video in the low
S30's up over 20'7c vs. the high $20's in 4Q: and data of
518-19. in Ime with 4Q.

We maintain our full-year 1998 and 1999 rev. estimates of
52159!'-1!'-1 and S337.0MM. respectively.

2. EBITDA: IQ EBITDA loss was S9.6MM. 17% better
than our forecasted loss of SI1.6MM and a 13% widening
\ s. 4Q IQ EBITDA loss was $2MM lower than
anticipated due to timing issues regarding payment of
expenses related to local network development. As we
anticipate the S2MM in expense will be incurred during
the next 2 quarters. we maintain our full year 1998 and
1999 EBITDA loss ests. of $35.7MM & S3.2MM.
respectively.

3 ~etwork Development & Unit Growth: RCN's
network buildout is on schedule with a reported 63.386
homes passed by its advanced fiber network by quarter
end. 6C::C higher than our estimate of 60,000.

The company is also restating its service connection count
into two categories. advanced fiber or "on-net" and other
or "off-net" Within these two categories, the svcs. are
further separated into voice, video or data subcategories.
As shown m Table I below, on-net customer connections
of 20.339 were approximately 5% higher than our estimate
of 19.300. driven by 12% higher than est. subscription to
voice sves. In addition, RCN is right in line with our

~MerrillLynch

forecast regarding the penetration of sales into homes
passed by its advanced fiber network. As shown in row 0
in Table I below, as of IQ, approx. 160£- of total homes
passed are subscribing to an average of:2 on-net svcs.
(voice. video and/or data).

Table 1: 10 Connections & Penetration
Our Est Actual % Variance

A Homes Passed 60,000 63.386 5.6~.

On-Net

B Voice 4.000 4.473 11.8~o

C Video 15.000 15.599 40%

0 Data 300 267 -11.0%

E(sum 8:0) Total On-Net 19,300 20,339 5.4%

Off-Net

Voice 40,000 40.447 1 1°"

G Video 225.000 227.558 1.1%

H Data 370,000 370,271 01°"

l(sumF:H) Total Off-Net 635,000 638,276 0.5%

J (E+I) Total Service Connections 654,300 658,615 0.7%

Penetration Of Homes Passed

K (SlA) Voice 6.7"10 7.1%

L(C/A) Video 25.0% 246%

M(DIA)) Data 05% 04%

N Services Per Customer 2.0 2.0

o(EINIA) Total On-net 16.1% 16.0%

Source Merrill Lynch estimates and company reports.

Conclusion - We maintain our intermediate term
Accumulate and long term Buy opinion & our 12-18
month price objective of $35. 49lk upside. Our price
objective is based on a sum of the parts valuation
including: a) our
IO-yr DCF model for RCN Telecom. using a 15% discount
rate. 1O.0x terminal EBITDA multiple. no public to private
discount and a 20% discount to reflect minority ownership
in RCN Telecom by its partners; b) 1LOx '99 EBITDA of
$41.5MM for the indep. cable properties: and: c) 11.0x '99
EBITDA of $13MM (adjusted to account for 40%
ownership) for Megacable, the Mexico CLEC venture.

Merrill Lynch is currently acting as a financial advisor and has rendered a
fairness opinion to RCN Corporation in connection with its proposed
acquisition of Erol's. which was announced on January 21. 1998. RCN
Corporation has agreed to pay a fee to Merrill Lynch for its financial
advisory services. a significant portion of which is contingent upon the
consummation of the proposed transaction.
This research report is not intended to (I) provide voting advice. (2) serve
as an endorsement of the proposed transaction. or (3) result in the
procurement. withholding. or revocation of a proxy.
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Teligent Inc.
lQ Report: Network Deployment
Moving Faster Than Expected

Reason for Report: 1Q98 Results Reported

ACCUl\IULATE*

Long Term
BUY

-lr,lo'''-c'Juk 10'11) "pinion la" changed on 18-Dec-97.
,. 'Tr;~" \ ;,-',',,, C\rr,-·",,:.:J are th0~i: of lht: macro depanment and do not
nc ....-'" " "...:", " \,.\ ~:n\.IJt v. nh thn~c Df the Fundamental analyst.

\,:,;,lnl..:"n: "r1r:H)D delJnJ(lon:':l. see footnote~.

Price: $30

Estimates (Dec) 1997A 1998E 1999E

IPS dS294 dS3.47 dS3.49

PIE I\'M NM NM
EPS Change (YoY I NM NM
Consemu, EPS dS3.55 dS4.25

I F,r<! Call 07-\la,-981

Cash Flo\\/Sharc dS283 dS3.29 dS3.23
Pnce!Ca;h Flo\\ !'o1\1 NM NM

Ol\ldend Rate !'\il Nil Nil
OJ\ Idend Yield Nil Nil Nil

Opinion & Financial Data

In\ estment Opmion' 0-2-1-9
MU \alue / Share, Outstandmg {mnl S1.580.3/54

Pnce/Book Ratio: 1\1\1
LT L,abJii" <;; of Capital 57.09C

Investment Highlights:
• lQ report indicates that network deployment

is progressing faster than expected.

• We maintain our intermediate term
Accumulate and long term Buy opinion.

• Our 12-18 month price objective remains
$37,23% upside, based on our 10 year
discounted cash now (DCF) model, a 15%
discount rate and 9.0 multiple on terminal
year EBITDA, and no public market
discount.

Fundamental Highlights:
• Management expressed confidence that they

ma~' exceed their previousl~' stated goal of
having 10 commercial markets by year-end
1998, thereby accelerating the deployment of
the 20 new markets planned for 1999.

• Teligent installed 7 DMS 500 localllong
distance switches and has an additional 6 on
order for installation later in the year.

• During IQ, Teligent signed a 3 1/2 year resale
agreement with Frontier for long distance
services and a 2 year resale agreement with
Concentric for internet access and data
networking services.

(07·Mar-95)
(07-Mar-95)
(07-Mar-95)
(lo-Jan-90)

(24-Dec-90)
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Teligent Inc - 14 May 1998

Teligent's lQ Report & Analyst Call Reaffirms Our
Confidence In Its ,\'etwork Deployment Schedule.
Reiterate Accumulate Opinion & $3712-18 Month
Price Objectire, Or 23CJc Upside.

After the market close on May 12, Teligent released IQ
results and hosted a call with analysts for the purpose of
providing an update on activities related to the
commercial rollout of the company's wireless CLEC
(competitive local exchange carrier) services. The most
noteworthv announcement was the company's assertion
that they ~ay exceed their goal of having 10 commercial
markets in service by year-end 199.8. To this end,
management stated that "with teams already deployed in
20 markets. we have the opportunity to accelerate the
launch of a number of markets originally scheduled for
1999. allowing us to exceed our goal of introducing
Teligent service in 10 markets this year." Additional key
highlights of the quarter and the analyst call were as
follows.

1. Construction/market development update: During
IQ. Teligent installed DMS 500 combination local/long
distance switches in Dallas. Denver, Houston. Los
Angeles. Orlando, San Antonio and Washington, D.C.
By ~\ear-end we expect Teligent to install switches in
Chicago. San Francisco, Atlanta, New York, Philadelphia,
and B;ston. These switch installs constitute the most
time consunung requirement to provide commercial
telephone service within a market. and we believe this
schedule will allow management to accelerate the launch
of markets originally scheduled for rollout of commercial
semce In 1999.

2. Los Angeles ~etwork: Teligent has beta customers
up and running on its fixed wireless point-to-multipoint
network in Los Angeles. Currently this network is
comprised of 3 hub sites and 20 customer buildings.
Teligent IS utilizing the Los Angeles network to
streamline its process and procedures for network
deplovment. customer installation and support, and
intends to use It as a model for the rest of the country.

3. Long Distance & Internet Resale Contracts: During
IQ. Teligent signed a 3 1/2 year resale contract with
frontier which will provide it access to Frontier's long
distance products including domestic and international
LD. calling cards. and conference calling. Teligent also
signed a 2 year resale contract with Concentric which will
allow it access to Concentric's nationwide ATM network
and the ability to resell dedicated internet access and web
hosting serv'ices.

~MerrillLynch

4. Staffing Up: As of the analyst caB (May 12). Teligent
had 675 employees with approximately 450 of those
employees added during the first 4 months of 1998. well
on its way to its headcount goal of 1,100 to 1.200 by year
end 1998. The company stated that approximately 30lfc
(about 2(0) of the current employees are in sales and
marketing positions.

5. lQ98 Financial Results: Teligent reported quarterly
revenue of $ 100,()(X) from internet access and data
services provided over point-to-point wireless links in
support of license perfection activities. EBITDA loss was
$26.5MM with cost goods of $7.4MM and SG&A of
$19.2MM. Reported net loss for the quarter was
$38.6MM which included $6.6MM in non-cash. stock
based compensation charges.

6. Cap Exp: During IQ, Teligent's cap exp was
$5IMM. Until we know the extent of Teligent's
acceleration of its city rollout, we maintain our full-year
1998 estimate of $170MM. However. this estimate may
prove to be conservative dependent on the final number of
cities in commercial service by year-end 1998.

7. Financing Activities: During IQ. Teligent raised an
additional $250MM in Senior Discount Notes due 2008,
bringing its available funding to $1.6B (comprised of
$820MM in cash and $780MM of vendor financing) at
1Q. The company stated that these funds will be
sufficient to fund capital requirements through 2000.

Conclusion: Teligent's commercial serv'ice rollout
appears to be running ahead of street expectations with
more than 10 cities now likely to be in commercial
operation by year-end 1998. We are extremely
encouraged by this announcement as it reaffirms our
confidence in Teligent' s network deployment schedule
and thus, we reiterate both our intermediate term
Accumulate and long term Buy opinions as well as our
$37 12-18 month price objective. Our price objective is
based on our 10-year discounted cash flow (DCF) model.
a 15o/c discount rate, a 9.0x multiple on terminal year
EBITDA, and no public market discount.
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Solid lQ: Results In Line But Slightl)'
Lowering 1998 Estimates

Reason for Report: IQ Results Reported
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lQ rev. was $32.4MM, in line with our est., up 6O'k
sqt'I)' & over 8 fold y/y·. Topline growth was driven by
direct sales re\'. of $27.51\11\1, up 36o/c sqt'ly' & over 7
fold y/)'. Net of acquired revenue from Connecticut
Telephone, core USJIi rennue was $27.8MM, up 38o/c
sqt'ly. Average monthly re\·. per line was $49 up 4o/c
sqt'ly over $47 in 4Q.

lQ EBITDA loss \\'as $36.51\1M, in line with our est. of
$36l\L\1. Strong SG&A cost controls offset a lower than
expected gross margin.

As previously' reported, USN installed 54,000 net local
access lines during lQ, the 2nd highest number of local
access lines of the publici)' traded CLECs.

Notwithstanding solid lQ results, we are lowering our
full-year 1998 re\·. forecast by 3% from $31O.5MM to
$300.6 due to slower than expected ramp up of
telemarketing. In addition, we are slightl)' increasing
full year 1998 EBITDA loss est. from $123MM to
$124MM. We expect 2Q EBITDA loss to be nat with lQ
& forecast improvement during the final2Q's of 1998.

Investment Highlights:
On May 7, USN reported lQ results with re\·. &
EBITDA in line with our ests. The solid topline was led
by strong access line growth & continued improvement
in revenue per line.

We maintain our $24 price objective, 52'k upside, based
on our 10-year DCF model assuming a 15'k discount
rate & 9x terminal year EBITDA. We maintain our
intermediate term Accumulate opinion.

Fundamental Highlights:
•

•

•

•

Stock Performance
Z2 0.021

21 0.1120

lD ·0.011

tI 0.01.

tI - 0.017

17 . 0.011

11

~
- 0.015

15 O.OH

:: ] . 0,013

.---'------------~---~----~-0.012,. ,.
'IO? ••

-USH~1nc

- llel'" SAP e-_1IlI _. flOO) (A....._)

RC#20 113327

I\M

Nil
Nil

•1999E
d>4.61

1'<1-1
1'01-1

d>4.19 •

(07·Mar-95)
(07-Mar-95 )
(07-Mar-95)
(I6-Jan-96)

(24·1)e{:·96)

d58.81
I\M
ml

d58.48

d51.55

d55.47
NM

Nil
Nil

1998E

523-513 3/4
l'SNC I OTC
None
NA

Overweight
l'nderweight
Overweight
Overweight

Above Average

D-2-1-9
5442.5/30
dSI94
!'.~1

dS15.55
!'.~1

l\A

dS15.67
!'.1-1

Nil
Nil

1997A

52-Wee!- Range
S\mbol/ Exchange:

Options:
lr,sJilulJonal 0\\ nership-Spectrum:

Broker> COl enng (FlfSt Calli

Stratt>gl: \\ eighting ReI. to \Ikt.:
Income:
Growth:

Income &. Growth:
Capital Appreciation:

Market Anal~ sis: Technical Rating:

Investment Opinion:
Mkt \'alue: Shares Outstanding (mn):

Boo, \'a:ue:Share (·9"')
Pnce/Boo, RallO:

Estimates (Dec)

Price:

Opinion & Financial Data

EPS
PiE
EPS Change 'YoYI:
Comensu, EPS

(Fmt Call ().l·\la\ ·981
Q2 EPS IJun!

Cash Fl 0\\ IS hare
PriceJeash Flo\\ :

DI I idend Rate
DJ\ldend Yield:

Stock Data



CS" Communications Inc - 13 May 1998

On Ma~ 7. UST' Communications (USN) reported IQ
results with revenues and EBITDA in line with our
expectations. Topline growth was driven by strong
sequential local access line adds and a sequential
impro\ ement in revenue per access line. In addition,
strong SG&A cost controls offset a lower than expected
gross margin.

Company Description: USN is a competitive local
exchange carrier ICLEC) that offers telecom services to
small and medium sized business customers throughout
Bell Atlantic and Ameritech regions through total service
resale contracts. During IQ. USN maintained its position
as having installed the 2nd highest (next to the MFS
subsidiary of WoridCom) number of net local access lines
vs. the rest of the CLEC industry. 1Q highlights are
detailed below

I. Revenues: IQ total corporate revenue was S32.4MM.
in line II. ith our estimate. up 60Ck sequentially and 8 fold
y/y. Direct sales revenue was $~7 .5MM. 19C lower than
our eSllmate of sn .9MM. up 369C sequentially and 7 fold
y/y. Although we were not expecting any enhanced
service revenue during I Q, initial sales efforts resulted in
revenue of approx. SO.3MM. Net of acquired revenue
from Connecticut Tel.. core USN revenue of $27.8MM
was a 38('[ sequential improvement over 4Q. At $4.6MM,
Connecticut Tel. revenue was in line with our estimate.

As previously reported in our 4/13 note. there was an
S880.000 impact on IQ revenue from one-time customer
discounts for problems associated with migrating to a new
billing system. Net of this impacl. the average revenue per
line was approximately $49. a 40'c increase over the
average of 547 for 4Q. We maintain our estimate of $53
average revenue per access line by year-end 1998.

2. EBITDA: IQ EBITDA loss was S36.5MM, in line
WIth our e,timate. a ~29C widening of loss from the
530\1\1 in loss reported for 4Q97. USN's gross margin of
17.8CC was a sequential improvement of 340 basis points,
but lo\\er than our estimate of 27%. We have reallocated
some expenses into SG&A from COGS, and anticipate a
2Q gross margin of 20.8% (300 basis point sequential
Impro\ement). USN's SG&A of S42.3MM was 60'c lower
than our eS1Jmate. decreasing as a percentage of revenue
by 0\ er 20Q VS. 4Q.

3. Net Access Line Additions: As reported on 4/13, USN
installed approx. 54.000 incremental net access lines
during I Q ending the quarter with 226.000 lines installed.
Although flat vs. 4Q97 adds. USN installed the second
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highest number of access lines of the publicly traded
CLECs. We forecast USN will add an incremental 64.000
access lines during 2Q and will reach approx.. 540.000
access lines by year-end 1998. While this is 4'7c below our
prior estimate of 560,000, any effect on revenue is offset
by better than anticipated sales of enhanced services.

As we reported in our 4/13 note. during IQ USN's access
line churn was approximately 2% per month. higher than
our forecasted 1.5% per month, due to customer loss
stemming from the billing systems issues mentioned
above. We expect churn to return to approx. 1.5Ck during
future quarters.

4. Cap Exp: lQ cap exp was S5.4MM, in line with our
estimate of S5.0MM. We maintain our forecast of
$20.0MM for full-year 1998.

5. Geographic Expansion: USN began marketing in four
new states during 1Q: Indiana, Wisconsin. New
Hampshire and Rhode Island. In addition, USN installed
an initial salesforce in the Bell Atlantic South (Bell
Atlantic states prior to the merger with NYNEX) territory
and is currently beta testing its provisioning systems in
Maryland. Revenue from sales within this new territory
should begin to have a noticeable effect by 3Q. In
addition. USN has also begun exploring options within
SBC's territory through a resale agreement with a large
unidentified CLEC in Texas. The company announced
that they are currently beta testing the systems of that
CLEe.

6. Estimate Change: We are lowering our full-year 1998
revenue estimate by 3% from S31O.5MM to S300.6MM
due to the slower than expected ramp up of telemarketing
sales. As reported on 4/13, USN now has 90 telemarketing
"chairs" in service and we anticipate that as the
telemarketers are trained and productivity increases the
revenue run rate will be sufficient to meet our 1999
forecasts. In addition, we are slightly increasing our
forecasted EBITDA loss for full-year 1998 from S123~IM

to SI24MM. We forecast 2Q EBITDA loss of S36.7MM,
virtually flat vs. 1Q and anticipate that final two quarters
of the year will show sequential improvement. We
maintain our 1999 and outer year revenue and EBITDA
forecasts.

Conclusion: We maintain our $24 price objective based
on our lO-year discounted cash flow (DCF) model
assuming a 15% discount rate, a 9 multiple on terminal
year EBITDA, implying a 4.9% growth rate of perpetual
free cash flow. We maintain our intermediate term
Accumulate and long term Buy opinion.
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Table 1. USN Communications Detailed Financial Forecast

1997A 1098A 2098E 3Q98E 4Q98E 1998E 1999E 2000E 2001E 2OO2E 2003E 2004E 2005E 2006E 2007E
Revenues
D"Ec' Sales 472 27.5 399 586 897 2156 392.3 5021 603.3 6905 n61 861.1 9429 1.0247 1.1 07.5
Tele-car,e"ng 2.0 8.0 13.0 23.0 988 200.3 2699 315.5 3694 4235 4n9 5325 587.6
Agents 7.6 213 328 42.9 53.1 632 735 838 941
Enhancec 0.3 2.0 49 6 1 13.3 23.5 301 36.2 48.3 58.2 689 801 92.2 105.2
Core Revenues 47.2 27.8 439 715 1088 251.9 5222 7538 9421 1,097.1 1,256.8 1,416.7 1,574.4 1.733.2 1.8944
COII:TEL Revenues ~ ill 1i1 M 486 ..ru 76.7 J1l 987 1103 1225 136.2 151.3 1683
Total Revenues 47.2 32.4 56.7 86.2 125.3 300.6 585.4 830.5 1,029.8 1,195.9 1,367.1 1,539.3 1,710.5 1,884.6 2,062.7

Expense
Cos~ 01 Sales 413 266 449 655 91.5 2285 417.2 571.5 700.3 8027 917.9 1,033.8 1.133.2 1,248.4 1,366.3
Sales &Marketmg 1004 42.3 485 517 539 1964 2096 248.3 2no 3038 330.8 3617 393.4 425.9 460.0
Depreclat:on/Amort M 11 11 .M 1J. M 1M ill 1M .liZ ~ 232 24.4 256 304
Opera:lng Proll! (979) (387) (379) (32.5) (22.1) (131.2) (514) (3.5) 33.9 69.7 96.2 1205 1596 184.6 2061
Interest Exp ne1 119 5.5 96 121 14.5 417 593 531 41.4 30.0 18.3 20
Pretax Pro'it (109.9) (44.2) (475) (44.5) (36.6) (172.8) (110.7) (56.6) (7.5) 397 n9 118.5 159.6 1846 2061
Accum!t d Prefd D,v 2.2 06
Taxes - . - - -- - - - - - - - - - - - -
Nel Pre':t (loss) (112.1) (4481 (47.5) (44.5) (36.6) (173.4) (110.7) (56.6) (7.5) 397 n9 1185 1596 184.6 206.1
EPS S S13.12) S(207) $ (188) $ (1.50) $ (8.56) $ (4.41) $ (2.19) $ (0.28) $1.45 $ 2.75 $ 4.07 $ 532 $ 5.97 $ 6.47

(15.55)
Shares 0 S 7.2 14.4 230 237 244 214 25.1 25.9 26.7 27.5 28.3 291 30.0 30.9 318
EBITDA (94.4) (36.5) (36.7) (31.0) (20.1) (124.3) (41.4) 10.7 52.5 89.5 118.3 143.7 183.9 210.2 236.4
Cap Exp 15.0 54 50 5.0 50 20.0 21.0 221 23.2 24.3 25.5 26.8 281 29.5 31.0
~ree Cas" FlOW (1117) (120.2) (62.7) (11.8) 29.6 657 93,1 117.1 156.6 1814 204,5
Access L'nes (ODDs: 172 226 290 390 540 540 913 1,189 1,384 1,594 1.807 2,014 2,217 2,422 2,626

Margins
Cost 0' Sales 8740, 822~, 79.2% 76,0% 73,0% 76.0% 71.3% 68,8% 68,0% 67,1% 67,1% 67.2% 66.2% 66,2% 66.2%
Sales &\tar,et!ng 2127'" 130se" 85 5~0 60,0% 43,0% 65.3% 35,8% 29.9% 26.9% 25,4% 24.2% 23.5% 23,0% 22.6% 22.3%
Dec'ec,at,c,n ,AC':Or' 74~o 6.800 21 ~" 1.7% 1.600 2,3% 17% 1.7% 1.8% 1,7% 1,6% 1,5% 1,4% 1,4% 1.5%
In'eres, Exp ne' 25,20• 16 g'. 1560;0 135% 114% 139% 101% 64% 4.0% 2.5% 1,3% 01% 0.0% 0,0% 0,0%
Net Prot: :loss Nto/ Nto/ NM NM NM NM NM NM NM 3,3% 5,7% 7,7% 9.3% 9,8% 10,0%
YrY Change
Core Re.'Enues
D!rec: Sales NA NM NA NA 343.8% 3569% 81,9% 28,0% 20.2% 14,4% 12,4% 109% 9.5% 8,7% 8 1%
Tei€"l"1ar~etlng NA NM NA NA NM NM 329,5% 102,8% 347% 16,9% 17.1% 14.6% 12,8% 11.4% 10.3%
Agents NA NM NA NA NM NM NA 181,0% 53,9% 30,9% 23,7% 19.2% 16.2% 14,0% 12,4%
EnhaccEc NA NM NA NA NM NM nO% 28,0% 20,2% 33.5% 204% 18.3% 16,3% 151% 14,1%
Core Revenues NA NM NA NA 4384% 433,8% 107,3% 44,4% 25,0% 16,5% 14.5% 12.7% 11.1% 10.1% 9,3%
CONTEL Reverues NA NM NA NA NM NM 29,9% 214% 14,4% 12.5% 118% 11.1% 11,1% 11.2% 11.2%
Tota =leve~"es NA NM NA NA NM NM 94,7% 41,9% 24,0% 16,1% 14.3% 12,6% 11.1% 10,2% 95%
Ope rat "'rg Prof,! NA NM NA NA NM NM NM NM NM 105,6% 38,0% 25,3% 32,4% 15,7% 11,6%
Nel Pro':1 NA NM NA NA NM NM NM NM NM NM 96,1% 52,1% 34,6% 15.7% 11,6%
EPS NA NM NA NA NM NM NM NM NM NM 904% 47.7% 30,7% 12,3% 8.4%
EB:TDA NA NM NA NA NM NM NM NM NM 70,3% 32,3% 21.5% 28,0% 14,3% 125%

SourCE Meer. _ynch estimates
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:USNCI MlPF&S wa, a maoag" of the mo,l 'ICen! publIC ollenng 01 securltie, oIlhlS canpony wI1!lm lilt ilStlhret yl.,.
rusNci The 'ICu""'" of the compooy are not lISted out trade ""er·tho-<:o<Jnter mtho UMod Statl. In tho US retal sato. ar<1lor dtslrllubotl 01",. repor1 may be ma'" on~ m.tall. whe<ltho.e secuntoe, are e,emp! from

re-grsrraDOr. Of "'.ve been C1ualrfle-a lor salt MLPF&S or ItS affiliates usually mall, I martl:et In rhe secuntJes of thIS company
Op,n.,n Key [X·a«J investment R,•• RaMg(X) A· Low. B· Average. C· Abovl AVlflge D· Hogh Ajlp'ICIlI1IOII Ptl4tntIIJ Ratrlg ia: In1 TlIlll' 0-12 mo.; b: Long T.rm· >1 yr) 1 . Buy. 2· Accumulate 3· Neutra/4.

Roduco. 5· Sel, 6· No Rung Income RalinglC) 7· SameM'9lltr. B· s.-l.OWlr. 9· No Ca'h DMdond.
C""~'''90t 1998 Memlllyr-co Poe,et Fenner &Smrth Incorporlted (MLPF&SI ThIS 'epoll has belo ISSued and lWC"od tor public:llion In Iho Unilod K"'!ldom by Morrill Lynch Poe,ce Finne, &SmM l!ml1ld Wh'Ch '.

regulalod oy SFA and has been considered and ~.ued in Austrlill by Merrill Lynch EQUI1IoS (AvstraJlI)lumilod IACN 006 276 795), a Ioconsod SOCunDls doItor undo' Iho Au.tra"" CorpotltJon. Low The intormabOn herOin WIS
Obtained rrom VinoUS sources: we do nol gUIJI"'" rts accuracy Dl' cc~lIltness, AddIbDN.I tnformallOn Ivaillbil

Northe' I.... into"""flOn nor Iny OPin"'" axpr..ood consl1lll1eS an offlr. or an ,nvillbOn to 10..1 an 0110<, t> buy or 11ft any NaJrities or Iny OIllions. Mum or d!hl, ",,,,alN.. related to 'uCh secuntoe. ('relatod ,nvestments')
MlPF&S ana rts affiliate' may traaeto' !he" own accounts as odd·1ot "'aJor. mart<et ma'". block pas"""" spociaIiol ar<lior lIt>rtrlgo... WI any socurities "'thIS lS.ue'(SI 0' In relaled '"aSlment, ana may be on tho OIlPd'rte side
01 publIC o'oers MLPF&S. rts afl,llIte'. a"OC1Drs officers ImpIoy_ and employ_ benefrt p'C'9rams may IIavo liang or shot1 poslbOn mIny socuribos "'1h1S ...uer(s} or ", rtll10d ,nvl.tments MLPF&S or ,ts aft,I'ale' may f,om
,me 10 bme poer1llrrn mveSlmont bank,ng 01 oIhor st<V1CllS lor. or soIlC~ inveslmonl banl<'"'9 or olher bus,ness from. any IntJty men1Jorlod In lhlS repor1.

Th" rlsearch report IS preparod for general Clftulahon Ind IS crculaltd for gene-a! mformabOn on~ "don not hlYO regara t> lilt spocific mvestn-.nt obrt<tiV... financllf SlIuabOn and thl pol1lCutIr noe<lS of any 'PtCIfic
poerson who may recelVlthIS rlp"rl. Investors ,hould .... MlnclllldVlCI rtgatll'ng tho _nalene.. 01 mv"~ " Iny socurltie. or _tn-.nt StrllegilS dlS<:usood or recommended ,n thl' repon and 'hould understana thai
'\lteme"" 'egara"g Iulure prospects may no1 be roahzod InvtS10rs should ncI1IlhatlhComt from sue~ SOCunDlS. ~ Iny. may tIuc1ua. and !hit NCh socuri1y'S pnoa or vaiul may not or tall Aocard'ngl(. ,nvl,tar, may receIVI
back 1eS' filan or'9lhalty ,nvestod Past poer1orrnlflCO IS not noctssa,,~ I guide 10 Mure por1ormaflCO

~ore'9r: currency rates of .xcn~ may a~rsery affect the value,. pra.- Of IflCOl'M 01 any sec:.Lrity or reiI1ICI'"~ mentIOned in lh. rIPOfl. In Iddrbon. If'IVfltM'S in secunbes such as AORs. whole values are mfluenced
by the CU"lney 01 tho underly'ng secunty llIec1lve~ _me currency ns.
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